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SPECULATION  AND  THE  REFORM  OF 

THE  NEW  YORK  STOCK  EXCHANGE 

There  has  probably  been  at  no  former 
period  in  history  the  wide-spread  interest 
in  economic  problems  which  has  so  strongly 
manifested  itself  in  the  first  decade  of  the 
twentieth  century.  In  spite  of  the  disheart- 
ening amount  of  misinformation  dissemin- 
ated, the  activities  of  self-seeking  politi- 
cians, the  sensational  exaggerations  of  yel- 
low journalism,  and  the  distortions  of 
^‘muck-raking’^  magazines,  the  people  have 
today  a clearer  knowledge  of  business  prob- 
lems than  they  have  ever  had  before.  Under 
constant  attack,  capital  has  remained  com- 
paratively" silent.  The  organs  of  public 
opinion  have  been  left  almost  wholly  to  the 
attacking  party.  I believe  this  to  be  an  un- 
fortunate error  of  judgment.  It  is  claimed 
that  the  people  are  interested  wholly  in  the 
sensational,  that  the  case  is  prejudged,  and 
that  a sane  and  sober  presentation  of  the 
other  side  is  useless.  I do  not  believe  this  to 
be  so.  At  times  of  crisis,  such  as  the  gold 
campaign  of  1896,  we  trust  in  the  great  silent 
vote  of  our  thinking  citizens,  and  have 
never  as  yet  been  disappointed.  Against  the 
extravagances  of  journalism  must  be  placed 
the  significant  fact  that  most  public  libra- 
ries have  found  it  necessary  to  set  aside  a 
special  public  reading  room  for  economics 
and  sociologv. 

The  agitation  of  the  past  ten  years  has, 
I thoroughly  believe,  an  ethical  base.  It 
is  not  an  agitation  of  the  poor  against  the 
rich,  but  of  the  sober  citizens,  conservative 
as  well  as  radical,  against  the  evils  of  our 
economic  system.  It  is  natural,  therefore, 
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that  ainono’  o^r  instil  utioiis,  the  one  in 
which  ethical  questions  are  by  many  sup- 
posed to  be  the  leading  ones,  should  consti- 
tute a center  of  attack.  “Wall  Street’’ 
among  the  nndiscriminating,  the  Stock  Ex- 
change among  the  clearer  witted,  is  consid- 
ered the  crowning  point  of  the  system  of  ex- 
ploitation. Few  would  wish,  perhaps,  with 
Swift,  “that  a law  were  enacted  to  hang  up 
half  a dozen  bankers  evei-y  year  and  thereby 
interpose  at  least  some  short  delay  to  the 
further  ruin  of  Ireland,”  but  many  among 
our  soberest  and  most  substantial  citizens 
agree  only  with  the  second  half  of  Professor 
Taussig’s  description  of  the  New  York  Stock 
Exchange  as  “at  once  the  greatest  institu- 
tion in  the  w'orld  for  facilitating  investment 
and  the  greatest  of  gambling  hells.” (1) 

Four  years  ago  public  feeling  on  the  ques- 
tion ran  so  high  as  to  cause  the  appointment 
by  Governor  Hughes  of  a “Committee  on 
Speculation  in  Securities  and  Commodities” 
which  made  a report  on  the  Exchange  June 
7,  1909.  The  high  standing  of  the  members 
of  the  committee  gave  this  report  great 
weight.  It  was  on  the  whole  friendly  in 
tone,  making  certain  recommendations, 
however,  looking  toward  reform.  The  agi- 
tation died  down  somewhat  and  there  was 
a general  feeling  that  the  Exchange  should 
be  given  time  to  reform  itself.  Unfortu- 
nately it  apparently  did  not  do  so,  except 
in  minor  details,  and  the  Hocking  Pool,  the 
Rock  Island  incident,  the  California  Petro- 
leum and  other  listings  and  manipulations 
were  popularly  taken  as  the  Exchange’s  an- 
swer to  the  public’s  forbearance.  That  this 
is  not  so,  that  a very  large  and  influential 

(1)  Taussig.  Principles  of  Economics.  Vol.  I.  168. 


part  of  the  membership  of  the  Exchange 
feels  the  position  in  which  the  institution 
is  placed,  and  is  earnestly  desirous  of  genu- 
ine reform,  I know.  The  public,  however, 
naturally  looks  for  results  and  not  good  in- 
tentions, and  its  answer  again  to  the  Ex- 
change was  the  Pujo  Commission  and  re- 
newed agitation  at  Albany. 

An  examination  of  the  problem  of  the  re- 
form of  the  Exchange  involves  a study  of 
the  charges  made  and  the  reforms  proposed. 
The  former  includes  the  economic  function 
of  an  Exchange  as  such,  and  in  examining 
the  latter,  sight  should  not  be  lost  of  reforms 
previously  attempted  here  or  elsewhere  and 
their  results. 

The  charges  made  against  the  Exchange 
(like  the  compulsory  method  of  reform 
which  we  will  examine  later)  fall  readily 
into  two  classes,  which  we  may  call  major 
and  minor.  The  first  is  fundamental  and 
consists  in  the  belief  that  speculation  is 
wrong  ethically,  and  useless,  or  worse,  eco- 
nomically; that  practically  all  dealings  on 
the  Exchange  are  speculative;  and  that  the 
complete  abolition  of  the  Exchange  is  a 
necessary  step  in  the  abolition  of  specula- 
tion itself.  In  view  of  the  fact  that  if  this 
argument  were  correct,  there  would  be  no 
further  question  of  minor  charges  or  reme- 
dies of  any  sort,  we  may  well  pause  to  con- 
sider the  "question  of  speculation  and  the 
function  of  the  Stock  Exchange  before  pro- 
ceeding further. 

Speculation  has,  as  a rule,  received  rather 
inadequate  treatment  in  English  treatises 
on  economics.  Its  great  development  in  the 
past  half  century  and  its  great  influence  on 
prices  is  gradually  leading  to  its  being 
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treated  as  an  integral  part  of  the  economic 
system  of  to-day,  and  not  an  excrescence. 
Perhaps,  for  onr  purpose,  the  most  satisfac- 
tory definition  is  that  of  Horace  White : 
“Speculation  is  the  act  of  taking  advantage 
of  fluctuations  in  the  prices  of  prop- 
erty.” (1) 

Obviously  there  must  be  property,  its  price 
must  fluctuate,  and  there  must  be  buyers 
and  sellers.  Obviously,  too,  speculation  will 
tend  to  increase,  with  the  increase  of  any 
or  all  of  these  factors.  That  speculation 
should  exist  to  some  extent,  it  is  not  neces- 
sary^ that  an  organized  market  or  even  an 
organized  money  or  banking  system  should 
exist.  Some  speculation  would  be  possible 
even  under  the  Locrian  laws,  which  permit- 
ted the  sale  of  goods  only  by  their 
makers.  ( 2 ) 

Speculative  transactions,  even  “corners,” 
are  not  unknown  to  the  Old  Testament. 
Regular  speculation  is  stated  to  have  taken 
place  in  Rome,  and  speculative  trading  oc- 
curred in  considerable  volume  in  the  Italian 
cities  in  the  Fourteenth  centurv.  It  is  evi- 
dent,  however,  that  organized  speculation 
on  a great  scale,  such  as  is  under  discussion 
to-day,  is  essentially  a modern  phenomenon. 
It  is  due  to  the  great  increase  and,  mainly, 
the  change  in  character  of  property  in  the 
modern  world.  Joint  ventures  have  proba- 
l)ly  been  undertaken  by  men  working  to- 
gether in  communities  in  all  stages  of  soci- 
ety. Corporations  also  are  not  unknown  to 
the  ancient  and  mediaeval  periods  of  history, 
but  the  transformation  of  an  individual  share 

(1)  “The  Hughes  Investigation.”  Journal  of  Po- 
litical Economy.  Vol.  17. 

(2)  Curtius.  Hist,  of  Greece.  Vol.  II,  p.  90. 
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in  the  venture  or  corporation  into  a nego- 
tiable instrument,  which  passes  readily  from 
one  to  another,  and  of  an  amount  and  value 
exactly  equivalent  to  every  other  share  in 
the  same  venture,  is  for  all  essential  pur- 
poses wholly  modern.  It  is  evident  that  for 
speculation  on  an  active  organized  basis 
easy  negotiability  and  standardization  are 
both  essential.  The  shares  and  bonds  of 
our  modern  corporations  and  governments 
alford  thevSe  qualities  in  absolute  perfection, 
and  it  is  from  the  rise  of  the  corporation 
that  we  may  date  modern  speculation  (1), 
subsequently  developed  by  the  great  issues 
of  government  loans  in  Europe  between 
1750  and  1815.  The  increase  of  speculation 
has  therefore  come  about  naturally  from  the 
increase  in  opportunities  afforded  and  from 
man’s  natural  instinct  to  take  advantage  of 
them  for  his  own  benefit. 

New  problems,  however,  have  arisen,  with 
the  progress  of  the  industrial  revolution. 
The  introduction  of  machinery,  making  pro- 
duction possible  upon  an  enormous  and  un- 
precedented scale,  the  extension  and  cheap- 
ening of  rapid  transportation  forming  of 
the  whole  world  one  consuming  market,  have 
changed  the  small  producers,  sellers,  and 
buyers,  with  local  markets,  prices,  and  range 
of  vision,  into  the  great  combinations  of 
proprietors  or  stockholders  of  the  modern 
giant  corporation  with  its  world-wide  rami- 
fications. Two  centuries  ago  the  individual 
who  had  saved  money,  could,  speaking  gen- 
erally, make  it  productive,  safely,  but  in 
two  ways,  the  purchase  of  real  estate  or 
lending  on  mortgage.  To-day  a farmer  in 

( 1 ) From  the  speculation  in  the  shares  of  the  Dutch 
East  India  Company  in  1602. 
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the  ooniitry  can  arrange  by  telephone  to 
lend  |500  to  the  Japanese  Government,  be- 
come a partner  with  Mr.  Morgan  in  the 
steel  industry,  lend  his  money  to  an  elec- 
tric railway  in  New  Zealand,  or  acquire  an 
interest  in  the  diamond  mines  of  South 
Africa.  AVith  this  change  from  the  individ- 
ual to  the  collective  investment  of  snrplns 
funds  upon  the  part  of  nearly  every  person 
who  has  such  funds,  has  come  a change  in 
the  point  of  view  as  to  the  individnal’s  re- 
sponsibility to  the  commnnity  at  large  for 
his  business  transactions  and  methods.  We 
hear  much  of  the  growing  solidarity  of 
labor.  There  has  also  l)een  a growing  soli- 
darity of  capital.  The  question  of  specula- 
tion, therefore,  is  no  longer  an  individual 
but  a social  one,  just  as  speculation  is  no 
longer  individual  Imt  organized. 

^Ve  come,  thus,  to  the  legitimate  question. 
Has  speculation  an  economic  use?  I speak 
here  of  speculation,  attempting  later  to  dis- 
tinguish between  that  and  gambling.  The 
answer  of  almost  all  economic  authorities 
is  emphatically  that  it  has, — of  almost  all 
authorities,  that  is,  who  believe  in  the  cap- 
italistic and  private  property  form  of  soci- 
etv.  P'or  those  who  believe  that  that  svs- 

• t. 

tern  is  necessarily  one  of  exploitation,  the 
Stock  Exchanges  and  Bourses  are  logically 
centers  of  attack.  We  assume  that  no 
change  in  the  fundamental  organization  of 
society  is  contemplated,  however,  by  the 
general  public  at  present. 

Exchanges  and  organized  speculation 
thereon  have  for  their  chief  functions  the 
giving  of  “mobility  to  capital” (1),  the  les- 
sening of  normal  inherent  business  risks, 

(1)  Conant.  Wall  Street  and  the  Country.  1904. 
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and  also  of  the  sudden  shock  of  panic.  The 
latter  two  may  cause  surprise  among  those 
not  familiar  with  domestic  and  interna- 
tional finance,  but  let  ns  examine  them  in 
order. 

M^e  have  already  seen  the  great  change 
which  has  occurred  in  the  scope  of  the  in- 
vestment field,  speaking  generally.  Let  ns 
be  a little  more  specific.  It  was  estimated 
in  1905,  making  all  allowances  for  duplica- 
tion, market  price  and  other  factors,  that 
securities  formed  25  per  cent,  of  the  wealth 
of  the  United  States,  amounting  approxi- 
mately to  the  sum  of  |24,393,932,683  (2). 
This  amount  has,  of  course,  been  enormously 
increased  since,  although  the  percentage 
may  not  have  been  increased  as  rapidly. 
IVith  the  creation  of  this  new  investment 
field,  new  conditions  have  also  been  created 
for  the  investor.  So  long  as  he  bought  a 
bit  of  land  in  his  neighborhood,  or  loaned 
money  to  a neighbor,  prices,  or  conditions 
distant  in  space  or  time  were  of  little  im- 
port to  him.  He  needed  neither  informa- 
tion nor  advice.  lYlien,  however,  he  placed 
his  money  in  enterprises  he  was  not  familiar 
with,  in  distant  parts  of  the  world  perhaps, 
under  the  management  of  men  he  would 
never  meet,  his  difficulties  greatly  increased. 
The  ease  and  variety  of  investment  were 
incentives  to  save,  but  the  new  forms  had 
their  risks.  These  were  overcome  in  part, 
however,  by  the  creation  of  organized  mar- 
kets where  he  could  buy  and  sell  at  public 
prices,  where  these  prices  recorded  daily 
kept  him  in  touch  with  public  opinion,  there 
reflected,  as  to  the  value  of  his  property,  and 


(2)  Huebner.  Scope  and  Functions  of  the  Stock 
Market.  Annual  Read.  Social  and  Political  Science. 
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wliere,  if  be  decided  to,  he  himself  could  sell 
with  maximum  ease.  The  presence  of  a 
broad  market  permits  mistakes  to  be  cor- 
rected with  small  loss  compared  to  those 
made  in  securities  which,  as  it  is  said,  have 
no  market,  ^foreover,  the  public  interest 
thus  centered  about  a market  calls  into  the 
press  a vast  volume  of  information  about 
the  securities  dealt  in,  which  is  conspicu- 
ously lacking  in  those  not  dealt  in,  in  which 

‘‘nobodv  is  interested.”  The  broader  ten- 
«/ 

dencies  of  the  times  toward  improved  condi- 
tions or  otherwise,  the  gradual  shift  of  cap- 
ital from  one  field  of  enterprise  to  another 
is  also  manifested.  That  this  service  of  the 
organiz(‘d  exchanges  is  somewhat  interfered 
with  by  nnscrnpnlons  operators  is,  of  course, 
admitted,  but  that  does  not  alter  the  broad 
fact  that  corporate  investment  could  not  be 
carried  on  if  everv  bnver  had  to  find  an  in- 

t-'  ft 

dividual  seller  of  the  same  kind  and  amount 
of  stock,  rirokers  are  essential,  and  trans- 
actions are  of  such  magnitude  that  organiza- 
tion of  brokers  and  publicity  of  transac- 
tions are  necessary  and  protective  conse- 
quences. 

All  business  has  its  inherent  risks,  and 
the  simpler  the  business  organization  of  a 
community  the  more  risks  fall  upon  an  indi- 
vidual, and  the  greater  the  fluctuations  in 
prices.  Take  a small  community,  shut  off 
from  the  world  in  a mountain  valley.  Th(‘ 
farmers,  we  will  say,  raise  their  own  wheat, 
mill  it,  and  sell  the  flour  to  the  individual 
consumer.  If  there  is  a crop  failure,  there 
is  almost  no  limit  to  the  price  of  such  wheat 
<^r  flour  as  may  have  been  held.  Suppose, 
however,  that  there  is  a second  valley,  in 
which  there  has  been  a normal  cro]>,  and 
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that  now  the  valleys  are  not  isolated  but 
communication  exists.  Wheat,  in  that  case 
is  merely  very  scarce,  prices  will  be  high, 
perhaps  more  than  double  normal,  but  no 
such  condition  will  exist  as  upon  the  first 
supposition.  Extend  the  example  to  include 
the  world,  and  the  effect  upon  the  steadying 
of  prices  is  evident  provided  the  means  are 
added  of  instant  information  as  to  condi- 
tions everywhere  and  the  facilities  for 
directing  the  flow  of  wheat  to  any  section. 
These  are  provided  by  the  organized  mar- 
kets. 

We  have,  however,  further  supposed  in  the 
first  case,  that  the  farmer  raises,  mills  and 
sells  his  wheat  to  the  consumer.  In  times 
of  scarcity  the  consumer  is  obviously  at  the 
mercy  of  the  farmer,  and  the  reverse  is  true 
in  times  of  abundance.  Suppose,  however, 
that  a new  trading  class  conies  into  exist- 
ence, with  free  capital,  and  buys  the  wheat 
when  it  is  abundant,  and  sells  when  it  is 
scarce.  In  this  case  the  price  movement, 
while  still  wide,  will  be  less  so  than  in  the 
first,  due  to  the  presence  of  a greater  supply. 
The  group  of  speculators  may  still  have  the 
community  at  their  mercy,  but  less  so  than 
if  the  farming  group  alone  had  wheat. 
When  we  extend  these  conditions,  as  we 
did  the  first  to  the  world,  we  get  another 
steadying  influence  in  the  great  markets. 
Moreover,  if  the  risk  of  great  fluctuation 
to  the  puldic  is  less,  it  is  also  to  the  farmer. 
The  great  class  of  traders,  or  speculators, 
which  has  grown  up  in  stocks  and  commodi- 
ties is  willing  to  use  its  capital  and  assume 
the  risks  which  formerly  were  borne  alter- 
nately by  producer  and  consumer.  Always 
ready  to  buy  as  prices  break  or  sell  if  they 
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advance,  they  both  steady  the  price  and  as- 
sume the  risk.  (1) 

Considering  the  stock  market  more  spe- 
cifically, a broad,  active  market  (which  can 
never  result  from  investment  only)  affords 
the  banks  an  outlet  for  their  surplus  funds 
in  loans  on  collateral  which  are  notably  safe 
and  which  form  a steadying  influence  upon 
the  mercantile  interest  rate.  It  is  natural 
that  bankers  should  attempt  to  employ  their 
funds  profitably  to  as  great  an  extent  as 
possible.  Were  there  no  such  things  as 
loans  upon  readily  marketable  collateral, 
the  tendenc}^  would  be  to  loan  upon  unmar- 
ketable paper  and  in  other  less  liquid  ways, 
and,  then,  when  the  strain  came,  there 
would  not  be,  as  at  present,  a “safety  valve.” 
As  it  is.  Wall  Street  loans  are  called,  money 
is  received  proinjitly,  interest  rates  (for  the 
l)roker,  not  the  manufacturer  or  merchant) 
soar  to  perhaps  125  p(u*  cent.,  and  the  gen- 
eral financial  machineiw  slows  down  gradu- 
all}".  Were  it  not  for  this,  the  crises  would 
be  more  sudden  and  more  completely  felt 
by  “legitimate  business.”  Moreover,  the 
presence  of  a great  mass  of  securities  which 
are  readily  salealde  (which  depends  upon 
organized  markets  and  speculation)  is  the 
great  safeguard  of  individuals  and  commu- 
nities at  times  of  stress.  ^lanv  a solvent 

tv 

firm  has  gone  down  because  their  assets, 
though  good,  were  “slow.”  The  interna- 
tionalizing of  securities  has  greatly  tended 
to  lessen  shocks  at  anv  one  center.  A recent 
example  was  the  crisis  on  the  European 
Bourses  upon  the  opening  of  the  Balkan 

(1)  For  an  elaborate  discussion  see  H.  C.  Emery 
“Speculation  on  the  Stock  and  Produce  Exchanges  of 
the  U.  S.,”  in  Studies  in  Hist,  Economics  and  Public 
Law.  Col.  Univ.,  1896. 
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war.  Had  all  the  securities  of  Berlin, 
Vienna,  Paris,  been  local  and  with  narrow 
markets,  widespread  ruin  would  have  re- 
sulted. As  it  was,  they  were  sold  heavily  to 
speculators  in  London,  ivho  assumed  a large 
part  of  the  burden  and  risk,  and  in  turn 
sold  200,000  shares  of  stock  in  New  York, 
transferring  some  of  the  risk  to  that  center. 
The  safety  valve  saved  an  explosion. 

From  this  very  brief  and  inadequate  treat- 
ment of  the  question,  it  would  seem  as  if 
both  speculation  and  the  Exchange  had  their 
uses. 

We  will  proceed  to  consider  some  of  their 
abuses.  These  are,  generally  speaking,  that 
speculation  readily  passes  into  gambling, 
that  a large  percentage  of  the  business  con- 
ducted on  the  Exchanges  is  gambling  pure 
and  simple,  that  the  true  function  of  Ex- 
change prices  as  indices  of  values  and  con- 
ditions is  rendered  futile  by  manipulation, 
that  the  Exchanges  do  not  exercise  sufficient 
care  in  listing  securities,  that  the  public  is 
not  sufficiently  safeguarded  as  to  the  solv- 
ency of  Exchange  members,  and  that  specu- 
lation absorbs  money  which  should  be  used 
in  more  legitimate  channels. 

It  must  be  admitted  that  speculation 
readily  passes  into  gambling,  that  a large 
part  of  the  transactions  are  of  the  latter 
character,  and  that  their  influence  upon  in- 
dividuals and  the  community  is  almost 
wholly  bad.  Efforts  have  been  made,  al- 
though I think  somewhat  unsuccessfully,  to 
distinguish  between  speculation  and  gam- 
bling by  some  quality  other  than  intent. 
Thus  Professor  Emery  defines  “Gambling” 
as  “a  transaction  in  which  one  party  pays 
over  a sum  of  monev  from  his  own  wealth 
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because  of  the  occiiiTence  of  a chance  event.” 
“Speculation”  as  “a  transaction  in  which 
one  acquires  by  purchase  the  right  to  a cer- 
tain property  (not  specilically  designated 
perhaps)  and  gains  (or  loses)  for  himself 
the  difference  between  the  value  of  the  prop- 
erty at  the  time  of  the  sale  and  the  value  at 
the  time  of  the  purchase.”  (1)  While  the 
distinction  is,  as  he  states,  a significant  one, 
it  is  of  little  more  use  in  preventing  stock 
gambling  than  is  the  test  and  distinction  of 
intent.  Personallv,  I believe  intent  to  be 
the  true,  though  not  a legally  useful  test, 
and  that  gaml)ling  is  not  changed  by  the 
very  easy  and  simple  clothing  of  it  in  the 
forms  of  legitimate  trading.  Unfortunately, 
there  seems  no  way  of  legally  distinguishing 
between  legitimate  speculation  and  gam- 
bling, unless  we  accept  Prof.  Emory’s  defi- 
nitions, which  would  leave  what  the  public 
calls  “stock  gamlding”  just  where  it  is. 
Take,  for  example,  two  men  engaged  in  an 
apparent!}'  identical  transaction.  Each 
buys  100  shares  of  the  same  stock,  with  the 
same  amount  of  margin.  The  first  buys, 
because  he  has  carefullv  studied  the  condi- 
tions  of  the  industry  in  general  and  of  the 
particular  corporation  in  question.  He 
knows  that  conditions  are  such  as  to  result 
in  largely  increased  earnings  and  that  de- 
velopments are  taking  place  which  will 
make  the  stock  more  valuable.  Business 
judgment  dictates  its  purchase  and  con- 
venience paying  for  it  only  in  part,  though 
his  resources  are  such  that  he  could  amply 
protect  himself  if  necessary.  The  other  pur- 
chaser has  no  knowledge  of  conditions  but 
has  had  a “tip”  that  the  stock  is  to  advance. 

(1)  Col.  Univ.  Studies  supra. 
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He  has  no  resources  beyond  the  margin 
which  he  puts  up.  In  the  rough  and  read}^ 
judgment  of  the  public,  which  I believe  is 
sound,  he  is  gambling  even  though  he  has 
“incurred  the  duties  and  acquired  the  rights 
of  a holder  of  property.”  Although  any  rea- 
sonable business  man  would  consider  one 
transaction  legitimate  and  the  other  not, 
there  is  no  legal  difference  between  them. 
The  difference  is  mental,  and  one  of  which 
neither  the  law  nor  the  governors  of  the 
Stock  Exchange  could  take  cognizance. 
Public  opinion  alone  would  seem  to  be  of 
any  avail.  A peculiar  acknowledgment  of 
this  fact  and  attempt  to  make  use  of  it  will 
be  noticed  later. 

When  we  come  to  the  question  of  manipu- 
lation we  enter  upon  more  debatable  ground. 
Manipulation  may  be  defined  as  the  making 
of  fictitious  transactions  for  the  purpose  of 
inducing  real  ones.  It  is  a form  of  adver- 
tising, and  nothing  else.  Active  manipula- 
tion may  occur  at  a practically  stationary 
figure,  to  induce  buying,  or  it  may  occur  on 
a scale  up  to  induce  the  same  buying  plus  an 
additional  profit,  or  it  may  occur  on  a scale 
down  to  induce  selling.  It  is  mainly  for 
the  purpose  of  calling  public  attention  to 
the  security.  The  purpose  may  be  honest, 
the  intent  being  merely  to  create  an  active 
market  for  a little  known  security  until 
such  time  as  a sufficient  number  of  people 
have  become  interested,  to  continue  the 
activity  without  manipulation.  The  value 
and  necessity  of  active  markets  has  already 
been  touched  upon  above,  and  where  the 
security  is  sound  and  the  price  fair  no  more 
just  criticism  can  be  brought  against  this 
than  against  the  man  who  opens  a new  res- 
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taiirant  and  gives  a free  Inncli  to  a cer- 
tain number  of  persons  the  first  clay  to 
make  the  place  look  popular.  The  ob- 
ject is  much  the  same,  and  no  one  need 
bii\  or  eat  if  he  do  not  choose,  nor  is 
harmed  if  he  does  either.  In  cases,  how- 
ever,  where  manipulation  is  for  the  purpose 
of  inducing  the  public  to  buy  at  fictitiously 
high  or  sell  at  fictitiously  low  prices  to  per- 
mit the  manipulators  to  reap  the  illegiti- 
mate profit,  accompanied  as  it  frequently  is 
by  false  information,  or  sometimes  more  ef- 
fectively by  no  information,  there  is  no  de- 
fense to  be  offered.  Here  again,  as  in  the 
case  of  stock  gambling,  we  are  met  by  an 
admitted  evil.  In  manipulation  on  any  suf- 
ficient scale  to  interest  or  harm  the  public, 
two  elements  are  usually  necessary,  matched 
orders  and  borrowed  money.  The  first  is 
the  concern  of  the  Stock  Exchange,  the  sec- 
ond largely  that  of  the  banks. 

Matched  orders  may  be  divided  into  two 
classes,  those  given  out  by  a non-member  of 
the  Exchange  to  two  different  members, 
each  ignorant  of  the  existence  of  the  other 
order;  or,  secondly,  those  distributed  by  a 
member  of  the  Exchange.  In  the  first  case, 
which  is  a frequent  one,  many  of  the  big 
operators,  not  being  members,  the  Exchange 
has  no  jurisdiction.  In  the  latter  case,  of 
course,  it  has,  and  I believe  can  do  much 
to  purge  itself  of  at  least  the  worst  forms  of 
such  manipulation.  We  are  here  discussing 
only  the  charges  against  the  Exchange,  and 
will  speak  of  the  remedy  later. 

This  is  the  natural  place  in  which  to  speak 
of  short  selling,  although  in  itself  it  is  not 
manipulative.  So  much  has  been  written 
upon  this  particular  method  of  trading  that 
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it  would  seem  unnecessary  to  discuss  it  at 
length.  Its  main  function  is  to  perform 
toward  speculative  movement  of  prices  the 
r same  service  which  we  have  seen  specula- 

j tion  itself  perform  toward  the  general 

( movement  of  prices,  viz.,  to  limit  their 

j range.  A great  mass  of  securities  bought 

for  speculative  purposes  as  prices  break 
J tends  to  hinder  the  decline,  just  as  their  re- 

sale on  an  advance  tends  to  hinder  the  ad- 
vance and  so  narrow  the  movement.  This 
narrowing  of  the  swing  is  still  further  ef- 
fected by  the  sales  made  by  the  “shorts” 
when  prices  are  high,  with  the  important 
difference  that  their  sales  necessitate  repur- 
chase, forming  a great  safeguard  for  the 
’ market  in  times  of  panic,  when  investors 

may  not  have  the  money  or  fear  to  use  it, 
and  speculators  may  be  unable  or  fear  to 
borrow,  for  the  purpose  of  purchasing.  As 
the  “short”  purchases  the  stock  merely  for 
the  purpose  of  returning  his  borrowed  cer- 
tificate, his  purchase  requires  no  cash  to 
finance  it,  and  he  therefore  is  free  to  make 
purchases  at  times  when  the  market  may 
have  no  other  support.  It  is  needless  to  say 
that  selling  for  future  delivery  is  common 
in  many  lines  of  what  is  called  legitimate 
trade,  and  that  speculative  selling  of  futures 
in  grain  and  cotton  performs  a valuable  eco- 
nomic service  in  permitting  a manufacturer 
to  hedge,  transferring  the  risk  from  himself 
to  the  speculator,  which,  as  we  have  seen,  is 
one  of  the  functions  of  speculation. 

The  charge  that  the  Exchange  does  not 
exercise  sufficient  care  in  the  listing  of 
securities,  has,  I think,  some  foundation  in 
fact.  There  have  been  some  rather  striking 
examples  of  late  in  which  the  capitalization 
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of  ‘‘good  will,  etc.,”  has  it^aclied  staggering 
proportions.  As  most  securities  are  brought 
out  by  large  banking  houses,  the  responsi- 
bility would  seem  to  rest  primarily  upon 
them,  but  if  the  Exchange  desires  to  main- 
tain a place  of  respect  in  public  estimation, 
a firmer  stand  must  be  taken  in  this  matter. 
It  is  probable,  however,  that  this  will  be 
less  of  a question  within  a few  years.  The 
time  for  the  regulation  of  new  securities  is 
I at  their  issue,  not  in  the  subsequent  trading 
I in  them,  and  I believe  that  State  or  National 
supervision  is  sure  to  come,  as  it  has  already 
come  in  the  case  of  railroad  and  public  cor- 
porations. 

The  complaint  that  the  public  is  not  given 
sufficient  assurance  of  the  solvency  of  Ex- 
change members  has  also,  I believe,  some 
foundation,  although  the  New  York  Ex- 
change compares  most  favorably  in  this  re- 
spect with  the  London  Exchange.  The 
truth  is,  however,  that  owing  to  the  fact  that 
the  only  market  of  considerable  magnitude 
in  practically  all  of  xVmerican  railways  and 
most  of  our  leading  industrials  exists  on  the 
Exchange,  a speculator  or  investor  in  them 
is  bound  to  trade,  directly  or  indirectly, 
with  an  Exchange  member.  In  this  respect 
a practical  monopoly  exists,  almost  as  com- 
plete as  the  legal  monopoly  of  the  Agents 
de  Change  on  the  Paris  Bourse.  This  de- 
velopment into  a quasi-monopoly  has  come 
about  naturally,  and,  it  should  be  noted,  on 
account  of  the  superior  service  afforded  by 
the  Exchange.  Nevertheless  it  exists,  and 
as  the  right  of  an  investor  or  speculator  to 
deal  in  the  securities  listed  is  undoubted, 
the  institution  which  has  the  monopoly  of 
such  dealings  should  see  to  it  that  in  so  fai- 
ls 
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as  is  possible,  the  public  is  protected  against 
fraud  or  insolvency  on  the  part  of  its  mem- 
bers. 

The  complaint  that  speculative  dealings 
upon  the  Exchange  absorb  money  which 
should  be  available  for  commercial  iiurposes. 
has  already  been  answered  to  some  extent. 
Owing  to  the  inelasticity  of  our  currency 
system,  money  is  certain  to  be  more  plenti- 
ful at  some  seasons  of  the  year  than  at 
others.  At  times  there  is  bound  to  be  a 
great  surplus,  existing  only  for  a few 
months,  and  which  must  therefore  be  kept 
liquid.  Were  there  no  employment  for  this 
except  in  the  ordinary  channels  of  trade, 
which  are  most  liquid,  we  would  have  either 
a great  idle  fund,  or,  as  stated  above,  an 
undue  temporary  stimulation  of  business, 
the  locking  up  of  funds  soon  to  be  needed, 
and  yearly  crises  in  trade  ( such  as  now  fre- 
quently occur  on  the  Exchange),  with  con- 
sequent wide  swings  of  the  commercial  dis- 
count rate  and  dislocation  of  normal  busi- 
ness. Again  this  is  an  example  of  the  as- 
suming of  risks  and  the  steadying  of  prices 
for  legitimate  business  by  speculative  busi- 
ness. 

We  have  thus  glanced  at  the  general  ques- 
tion of  speculation,  the  function  of  the  Ex- 
changes, and  the  evils  connected  with  the 
system.  We  have  now  to  consider  possible 
methods  of  remedying  or  lessening  these 
evils. 

These  methods  may  be  compulsory,  in- 
volving action  by  the  State,  or  voluntary, 
involving  action  by  the  constituted  authori- 
ties of  the  Exchange.  State  action  may  again 
be  divided  into  major  and  minor.  The  first 
contemplates  the  incorporation  of  the  Ex- 
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change  and  consequent  complete  change  in 
its  status,  while  the  second  contemplates  the 
passage  of  laws  covering  minor  points,  such 
as  the  minimum  amount  of  margin  required. 
AVe  will  consider  compulsory  reform  first. 

Each  generation  of  reformers  is  apt  to 
think  the  evils  attacked  and  remedies  pro- 
posed are  both  peculiar  to  their  time,  but 
evils  are  as  old  as  the  race,  and  fortunately 
for  mankind  the  spirit  of  reform  is  equally 
ancient.  Governmental  control  of  almost 
every  variety  in  relation  to  Exchanges  and 
speculation  has  already  been  ti*ied  and  there 
is  no  reason  to  claim  that  the  field  is  experi- 
mental. Institutions  are  naturally  tinged 
with  the  characteristics  of  the  race  amongst 
Avhich  they  develop.  The  delegation  to  pri- 
vate enterprise  of  every  matter  possible  has 
been  the  unconscious  habit  of  mind  of  the 
Anglo-Saxon,  and  hence  we  find  the  Ex- 
changes in  England  and  the  United  States 
free,  private  institutions,  and  any  legisla- 
tion attempted  of  the  minor  class.  The  ten- 
dency of  the  races  on  the  Continent,  on  the 
other  hand,  has  always  been  toward  a pa- 
ternal, bureaucratic  centralized  control  over 
all  possible  matters  and,  as  expected,  we  find 
all  the  Continental  Bourses  under  direct 
governmental  supervision,  if  not  actually 
governmental  institutions.  This  control 
may  be  municipal,  as  in  Belgium,  or  impe- 
rial, as  in  Austria.  In  the  latter  country, 
for  example,  control  is  v(‘sted  jointly  in  the 
Finance  Minister  and  the  Minister  of  Trade. 
All  rules  made  or  changed  must  be  sub- 
mitted to  these  functionaries,  who  also  have 
power  to  remove  members  of  the  governing 
body,  appoint  their  own  representatives, 
whether  members  of  the  Exchange  or  not, 


and  to  close  the  Exchange  temporarily  or 
permanently.  In  addition,  a special  com- 
mission is  appointed  for  each  Exchange  to 
see  that  the  requirements  are  carried  out 
and  report  any  breach.  The  government 
has  access  to  all  brokers’  books,  and  the 
form  of  the  books,  even  to  the  pagination  of 
the  journal,  or  “blotter,”  is  provided  for.  (1) 

In  Paris  the  Bourse  exists  by  government 
decree,  and  the  “agents  de  changes”  are 
“nominated”  by  decrees  countersigned  by 
the  Minister  of  Finance  or  the  Minister  of 
Commerce  and  Industry. (2)  An  examina- 
tion of  the  Bourses  of  such  different  places 
as  Berlin,  Madrid,  Christiania  and  Con- 
stantinople, all  reveal  the  same  close  rela- 
tion to  .government. 

The  question  of  incorporation  is,  there- 
fore, no  new  matter.  Whether  the  method 
be  applicable  is  all  which  has  to  be  ascer- 
tained. In  my  opinion  the  answer  is,  that 
it  is  not.  We  have  seen  above  the  difficulty 
of  distinguishing  legally  between  specula- 
tion and  gambling,  between  legitimate  trad- 
ing and  manipulation.  All  the  actions  are 
clothed  with  the  forms  of  legitimate  trade. 
Control  must  be  by  discipline,  based  upon 
ethics  and  sound  business  principles,  not 
upon  general  laws  which  affect  all  trading 
of  the  same  form.  This  discipline  can  be 
exercised  only  by  an  autocratic  power.  In 
the  paternal  continental  governments  the 
autocratic  power  resides  in  the  government. 
Under  Anglo-Saxon  institutions  it  does  not. 
At  present,  however,  as  discipline  is  not 

(1)  Taeuber.  “Die  Borsen  der  Welt.”  Leipzig,  1911. 

(2)  See  “La  Compagnie  des  Agents  de  Change  et  le 
Marche  Official  a la  Bourse  de  Paris.”  G.  Boissiere. 
Paris,  1908,  pp.  367. 
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liampered  hy  being  involved  with  a mem- 
bers legal  rights  as  a stockholder  and  the 
difficulties  of  proving  violations  of  legal 
trading,  this  autocratic  power  can  and  does 
reside  in  the  governing  body  of  the  Stock 
Exchange.  That  it  may  not  have  been  suf- 
entl\  exercised  may  be  true,  but  it  is 
there  and  the  control  over  members’  actions 
is  far  more  complete  than  it  could  ever  be 
over  members  of  an  incorporated  body. 

Is  it  possible,  it  may  be  asked,  to  pass 
laws  controlling  manipulation  and  other 
abuses  so  that  the  above  difficulty  would 
not  arise  and  the  punishment  of  the  otfender 
could  be  sure  upon  legal  grounds?  In  the 
above  brief  sketch  of  the  subject  I have  en- 
deavored to  show  the  difficulty,  if  not  im- 
possibility, of  doing  so.  ^'Haky  attempts 
to  control  speculation  by  simple  enactments 
have  invariably  proved  either  futile  or  mis- 
chievous,” (1)  is  the  conclusion  of  one  of  the 
leading  English  economists.  We  are  not 
left  to  theorize  upon  the  subject,  however, 
as  statutory  enactments  have  been  frequent 
and  varied.  The  earliest  enactment  in  ref- 
erence to  any  form  of  “bi*oker”  was  passed 
by  Parliament  in  1285,  complaining  that  the 
brokers  do  Avear  tine  clothing  and  do  eat 
costly  meat  and  food.  (2)  It  must  be  ad- 
mitted that  this  has  remained  a dead  letter. 
Later  statutes  have  almost  equally  done  so, 
or  else  been  repealed.  In  1733  vks  passed 
Sir  John  Barnard’s  Act,  which  forbade, 
among  other  things,  all  sales  of  stock  by 
parties  not  OAvning  the  same,  under  penalty 

(1)  Marshall,  A.  Principles  of  Economics.  Lon- 
don, 1910,  page  719. 

(2)  Quoted  by  Dos  Passos.  A Treatise  in  the  Law 
of  Stock  Brokers.  New  York,  1882. 
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of  £500  fine  for  each  transaction.  This  had 
no  effect  and  Avas  repealed  in  1860.  Lee- 
I man’s  Act,  passed  in  1867,  Avhich  forbade 

all  sales  of  bank  stock  Avithout  a specifica- 
tion of  the  certificate  numbers  in  the  con- 
tract, has  remained  a dead  letter. 

In  NeAv  York  an  act  Avas  passed  in  1812, 

^ declaring  all  contracts  for  the  sale  of  stocks 

or  bonds  void  unless  the  seller  Avas  at  the 
I time  actual  OAvner,  assignee,  or  authorized 

by  oAvner  or  assignee  to  sell.  This  Avas  re- 
pealed in  1858  ( 1. ) A similar  Act  was  passed 
in  Massachusetts  in  1836  and  so  far  as  I i. 

have  been  able  to  ascertain  still  remains  on  ? | 

the  statute  books,  unobseiwed.  In  Penn-  i' 

sylvania,  in  1841,  short  selling  for  delivery  i 

after  five  days  Avas  made  a misdemeanor 
j)unishable  by  fine  of  from  flOO  to  $1,000,  | 

and  any  money  paid  was  recoA^erable.  This  ^ 

was  repealed  in  1862.  The  most  striking  I 

case  of  legislation  due  to  popular  feeling  oc- 
, curred  at  the  time  of  the  gold  speculation  in  J 

I 1864,  Avhen  Congress  passed  a laAV  forbid* 

' ding  all  contracts  for  the  sale  or  purchase 

of  gold  bullion  for  deliA^ery  on  any  day  sub-  ^ 

s sequent  to  the  day  of  the  contract,  all  con- 

tracts  for  the  sale  of  gold  not  actually  in 
the  possession  of  the  seller  at  the  time  of  ^ 

contract,  and  all  sales  not  made  at  the 
ordinary  place  of  business  of  one  of  the  con- 
tracting parties.  Instead  of  eliminating  the 
premium  in  gold,  the  immediate  effect  Avas 

!to  force  gold  from  198  to  250,  and  the  stat-  I 

ute  Avas  repealed  in  tAvo  weeks. 

The  most  careful  and  systematic  attempt  ; 

to  control  speculation  has,  hoAA^ever,  been  4 

1 made  in  Germany.  In  1891  there  Avere  large  ll 

' failures  and  some  scandals  following  the  4 
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active  speculation  of  the  preceding  two 
A^ears.  Public  feeling  Avas  deeply  stirred, 
action  Avas  demanded  by  the  Reichstag  and 
a commission  was  appointed  of  28  members, 
including  bankers,  merchants,  manufactur- 
ers, state  officials,  landed  proprietors,  econ- 
omists and  jurists.  xV  re])ort  A\ms  made,  but 
the  Reichstag  Avent  far  l)eyond  the  recom- 
mendations in  the  laAv  passed  by  it  in  1890. 
The  law  Avas  mainly  based  upon  two  ideas, 
first,  that,  as  the  bi-monthly  settlement  sys- 
tem (instead  of  daily,  as  here)  was  in  force 
and,  as  most  specnlatiA^e  transactions  Avere 
‘Tor  the  account,”  that  time  AA^as  an  impor- 
tant element  in  speculation,  and,  secondly, 
that  pnldic  opinion,  as  noted  above,  was  one 
of  the  safeguards  against  excessive  gam- 
bling. The  law,  therefore,  forbade  all  Ex- 
change dealings  for  future  deliA^ery  in  grain 
and  flour,  all  dealings  “for  the  account”  in 
mining  and  industrial  shares,  and  created  a 
“register”  in  which  was  to  be  entered  the 
name  of  CA^ery  person  Avho  wished  to  engage 
in  .transactions  for  future  delivery.  Con- 
tracts between  persons,  either  of  whom 
Avas  unregistered,  Avere  void.  This  laAV 
totally  failed  to  produce  the  results  con- 
templated, but  produced  disastrous  ones, 
which  Avere  not.  In  1907  the  government 
reported  that  fluctuations  had  increased 
instead  of  diminished,  that  the  greater 
need  of  funds  for  the  cash  basis  em- 
phasized the  danger  of  collapse,  that  the 
possibility  of  misusing  inside  information 
had  been  enlarged,  that  the  money  mar- 
ket had  been  demoralized,  that  the  busi- 
ness of  the  great  banks  had  increased 
at  the  expense  of  the  small,  that  busi- 
ness had  been  driA^en  abroad,  and  the 
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poAver  of  the  Berlin  money  market  Aveak- 
eiied.  Less  than  400  people  had  registered 
and  eA^en  the  conservative  banks  had  to 
choose  betAveen  giving  up  security  dealings 
or  dealing  Avith  persons  Avho  could  declare 
their  contracts  void.  For  tAA^eh^e  years  a 
large  part  of  all  business  in  grain  and  stocks 
had  to  be  carried  on  Avithout  legal  protec- 
tion. (1)  The  laAV  Avas  repealed  in  1908. 

It  is  evident  that,  as  Professor  ^larshall 
has  stated,  legislation  has  consistently  failed 
to  secure  the  desired  reforms.  Is  there,  then, 
no  remedy  for  the  admitted  eAuls?  I be- 
lieve that"  a certain,  even  a A^ery  consider- 
able, amount  of  those  eAuls  cannot  be  elimi- 
nated Avithout  incurring  far  greater  ones. 
But  I do  believe  that  much  can  be  done 
and  that  the  remedy  lies  in  a more  effectiA^e 
use  of  the  broad  poAvers  already  possessed 
by  the  Exchange  Governors  for  the  general 
oversight  of  the  business  affairs  and  meth- 
ods of  its  members.  One  use  of  such  powers 
AA’hich  Avould,  I think,  be  most  helpful,  and 
Avhich  I believe  to  be  practical,  would  be 
the  examination  (as  in  Vienna)  of  the  books 
of  the  brokerage  houses,  either  quarterly  or 
at  such  frequent  irregular  intervals  as  the 
financial  situation  might  seem  to  Avarrant. 
Such  examinations  Avould  go  far  toAvard  dis- 
closing conditions  upon  Avhich  charges  of 
manipulation,  reckless  trading,  or  other  “acts 
detrimental  to  the  AA^elfare  of  the  Exchange,’ 
and  incidentally  to  that  of  the  public,  could 
be  based.  The  public  would  be  reassured 
as  to  the  soB^ency  of  individual  firms,  and 
many  failures,  as  Avell  as  the  graver  forms 
of  manipulation  could  be  prevented  or  con- 

(1)  Ten  Years’  Regulation  of  the  German  Stock 
Exchange.  Yale  Rev.,  1908. 
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trolled.  I realize  the  difficulties  in  connec- 
tion with  such  examinations,  but  do  not  be- 
lieve that  they  are  prohibitory. 

Another  step  which  would  be  of  distinct 
advantage  to  the  public  in  the  case  of  an 
insolvent  member,  Avould  be  the  release  of 
the  prior  claims  now  made  and  legally  valid, 
to  the  proceeds  of  the  Seat  by  the  other 
members  of  the  Exchange.  In  the  case  of 
the  smaller  houses  the  Seat,  worth  from 
•140,000  to  |9(^000,  forms  from  one-fourth 
to  ffiie-half  of  nie  capital  assets  of  the  firm, 
and  that  so  large  a part  of  the  assets  of  the 
insolvent  should  be  taken  from  the  public 
and  transferred  to  the  members  of  the  Ex- 
change seems  unfair,  particularly  in  view 
of  the  fact  that  the  governing  body  has  au- 
thority to  investigate  the  firm’s  affairs  prior 
to  failure,  which  the  public  does  not  pos- 
sess. On  the  Paris  Bourse,  although  not 
legally  bound  to  do  so,  th(^  debts  of  a mem- 
ber to  the  public  are  paid  by  his  fellow- 
members.  On  the  New  York  Stock  Ex- 
change his  fellow-members  practically  con- 
stitute themselves  preferred  creditors. 

These,  however,  are  matters  of  detail. 
There  is  no  doubt  that  reform  is  needed, 
that  the  public  demands  it,  and  intends 
to  see  that  it  is  brought  about,  either 
in  Albany  or  Washington.  The  question 
is,  will  it  be  compulsory  and  wrong  or 
voluntary  and  right?  It  is  for  the  gov- 
erning body  of  the  Exchange  to  answer, 
and,  believing  in  the  great  economic  value 
and  necessity  of  the  Exhange  and  in  the 
liigh  personal  character  of  its  members,  I 
trust  that  that  body  will  take  such  action 
as  will  insure  the  right  answer  being  given. 
Fortunately  there  are  signs  that  many  of 
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the  members  have  awakened  to  a sense  of 
the  present  situation  and  their  grave  re- 
sponsibility toward  the  country.  Those  who 
have  not  should  remember  that  inaction 
means  legislation,  and  legislation  means  dis- 
turbance to  business,  the  gravity  of  which 
cannot  be  forecasted.  The  Exchange  is 
facing  the  issue. 
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